
INRE:

BEFORE

THE PUBLIC SERVICECOMMISSION OF

SOUTHCAROLINA

DOCKET NO.2010-7-G-ORDER NO. 2010-689

OCTOBER13,2010

Applicationof PiedmontNaturalGas
Company,Inc. to HavetheTermsof the
NaturalGasRateStabilizationAct Apply to
theCompany'sRatesandChargesfor Gas
Distribution Services

) INITIAL ORDER
) APPROVING
) QUARTERLY
) MONITORING REPORT
) AND ADOPTING
) SETTLEMENT
) AGREEMENT

This mattercomesbeforethe Public ServiceCommissionof SouthCarolina(the

Commission)pursuantto S.C.CodeAnn. §§58-5-420(2)and58-5-455,a portionof the

Natural GasRateStabilizationAct, asrelatedto PiedmontNatural GasCompany,Inc.

(Piedmont or the Company). Order No. 2005-491 establisheda baseline for the

Companyunder the Act, basedon the Company'slast rate case. SeeOrderNo. 2002-

761. Section58-5-455setsout a procedurefor thehandlingof monitoringreportsunder

theAct relatedto thequarterendingMarch31,whichwe detailedin OrderNo. 2005-491

at5.

Briefly, under Section58-5-455,the Companyfiles the monitoring reportswith

theCommissionandthe Office of RegulatoryStaff (ORS). Partiesmaycommenton the

reports. Whereit appearsto the Commissionor ORSthatanadjustmentin ratesmaybe

warranted,ORSshallconductan auditof themonitoringreport andspecifyanychanges

that it determinesarenecessaryto correcterrors in the report or to otherwisebring the

report into compliancewith the statute. Partiesmaycommenton the ORSaudit. On or
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beforeOctober15, the Commissionshall issuean initial order settingforth anychanges

requiredin the utility's requestto adjustratesunderthe statute.Any gasrateadjustments

authorizedunderthe termsof thestatuteshall takeeffect for all bills renderedonor after

the first billing cycleof Novemberof that year. This presentorder is the "initial order"

contemplatedby S.C.CodeAnn. Section58-5-455for Piedmont.

Pursuantto the South Carolina Natural Gas Rate Stabilization Act ("Act"),

Piedmontsubmittedits quarterlymonitoring report for the twelve-monthperiodending

March31, 2010,aswell asthe requiredrevenuecalculationsandanyproposedchanges

to its tariff ratesnecessaryto permit Piedmontthe opportunityto earnthe rateof return

on commonequity establishedin its last generalrate caseasspecifiedin Section58-5-

420(1).

The ORS conducteda review of Piedmont'sMonitoring Reportfor the twelve-

monthperiodendingMarch31,2010,to evaluatecompliancewith Section58-5-430and

Section58-5-440of theAct. The ORS proposed certain adjustments to reported amounts

to bring the report into conformance with those sections. Piedmont filed written

comments advising the Commission that Piedmont had no objection to or comments on

the findings and adjustments reflected in the ORS Audit Report.

A Settlement Agreement was reached by and among Piedmont and ORS

(collectively, the Parties). The Settlement Agreement and exhibits are attached hereto as

Order Exhibit 1. Under the terms of the Settlement Agreement, Piedmont will implement

rates for the twelve-month period beginning with the first billing cycle of November

2010, calculated on the basis of an 11.3% return on equity (ROE). The Parties agree that
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Piedmontwill adopt the accountingadjustmentsof ORS as set forth in Schedule2

attachedto the SettlementAgreement. The Partiesfurther agreethat, baseduponthe

accountingadjustmentsproposedby ORS andadoptedby Piedmont,andthe agreement

of Piedmontto implementratesbasedupon an 11.3%ROE, SouthCarolinaratepayers

will realize an increasein current margin rates totaling $750,000. The Settlement

Agreementstatesthat this equatesto a reduction of $2,405,000for South Carolina

ratepayerswhen comparedto ratescalculatedon Piedmont'sauthorized 12.6%ROE,

which is authorizedby CommissionOrder Nos. 2002-761,2005-491,and 2005-567.

The Partiesfurther agreeto a decreasein both revenueandexpensesof $925,101. This

includesa decreasein demandandcommoditycostof $918,380,comprisedof adecrease

in demand cost over-recoveryof $512,264 and a decreasein commodity cost of

$406,116.

We have examinedthe accounting and pro forma adjustmentsproposedand

agreedupon by the parties, as well as the SettlementAgreement,and we take no

exception to them. The SettlementAgreementresults in a net revenuedecreaseof

$175,101.

FINDINGS AND CONCLUSIONS

1. S.C. Code Ann. Section 58-5-455, a portion of the Natural Gas Rate

Stabilization Act, requires the filing of certain documents and the issuance of this Initial

Order.

2. Changes are required to the Company's request to adjust rates.
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3. ORShassuggestedcertainchangesto which Piedmontdoesnot object,as

outlinedabove. Indeed,thepartieshavereachedaSettlementAgreement.

4. This Commissionhas found no other changesappropriateor necessary

otherthanthoseagreedto by theparties.

5. The SettlementAgreement is approved. This Commissionadoptsthe

changesandadjustmentsproposedby thepartiesandtheresultingratesandcharges.

6. The new approvedratesandchargesshall beeffective for bills rendered

on and after the first billing cycle in November2010, subject to changesunder the

Company'sGasCostRecoveryMechanism.

7. TheCompanyshall file newtariffs prior its first billing cyclein November

2010 to reflect the ratesand chargesapprovedhereinadjustedfor its most recentGas

CostRecoveryMechanismfiling.

8. This Order shall remain in full force andeffect until further Orderof the

Commission.

BY ORDEROFTHE COMMISSION:

ATTEST:

o  <Ch ir 
(SEAL)

ward, Chairman
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Application of Piedmont Natural Gas )

Company, Incorporated to Have the Terms )

of the Natural Gas Rate Stabilization Act )

Apply to the Company's Rates and Charges )

for Gas Distribution Services )

SETTLEMENT AGREEMENT

This Settlement Agreement is made by and among the Office of Regulatory Staff of

South Carolina ("ORS") and Piedmont Natural Gas Company, Inc. ("PNG") (collectively

referred to as the "Parties" or sometimes individually as a "Party").

WHEREAS, by Public Service Commission of South Carolina ("Commission") Order

Nos. 2005-491, dated September 28, 2005, and 2005-567, dated October 13, 2005, the

Commission established a baseline for PNG under the Natural Gas Rate Stabilization Act (the

"Act") and approved certain accounting adjustments proposed by ORS and PNG;

WHEREAS, pursuant to S.C. Code Ann. § 58-5-455 (Supp. 2009), PNG filed its

Quarterly Monitoring Report and Proposed Rate Changes with the Commission on June 15, 2010

for the review period consisting of April 1, 2009 through March 31, 2010 ("Review Period");

WHEREAS, the Report of ORS' examination of PNG's Monitoring Report for the

Twelve-Month Period Ending March 31, 2010, pursuant to the Act, was filed with the

Commission on September 1, 2010;

WHEREAS, the Parties to this Settlement Agreement are the only parties of record in the

above-captioned docket;
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WHEREAS, the Parties have engaged in discussions to determine if a settlement of this

proceeding would be in their best interest; and

WHEREAS, following those discussions the Parties have each determined that their

interests, and ORS has determined that the public interest, would be best served by settling the

above-captioned case under the terms and conditions set forth below:

1. PNG will implement rates for the twelve-month period beginning with the first

billing cycle of November 2010 calculated on the basis of an 11.3% Return On Equity ("ROE")

instead of the 12.6% ROE approved by Commission Orders No. 2002-761, 2005-491, and 2005-

567.

The Parties agree that the following are the only attachments to this Settlement.

Agreement: Schedule 1 (Net Operating Income and Rate of Return); Schedule 2 (Explanations

of Accounting and Pro Forma Adjustments); and Schedule 3 (Average Weighted Cost of

Capital).

3. The Parties agree that PNG will adopt the accounting adjustments of ORS as set

forth in Schedule 2 as attached to this Settlement Agreement.

4. The Parties agree that, based upon the accounting adjustments proposed by ORS

and adopted by PNG, and the agreement of PNG to implement rates based on an 11.3% ROE,

South Carolina ratepayers will realize an increase in current margin rates totaling $750,000. As

shown in the ORS staff report, this equates to a reduction of $2,405,000 for South Carolina

ratepayers when compared to rates calculated on PNG's authorized 12.6% ROE.

5. The Parties agree to a decrease in demand and commodity cost of $918,380,

comprised of a decrease in demand cost over recovery of $512,264 and a decrease in commodity

cost of $406,116.

2
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6. This decrease of $406,116 in commodity cost is due to a reduction in the lost and

unaccounted for ("LAUF") factor from 2.16% to 1.77%. (See Schedule 2, Adjustment 19).

7. The Parties agree to cooperate in good faith with one another in recommending to

the Commission that this Settlement Agreement be accepted and approved by the Commission as

a fair, reasonable and full resolution of the above-captioned proceeding. The Parties agree to use

reasonable efforts to defend and support any Commission order issued approving this Settlement

Agreement and the terms and conditions contained herein.

8. The Parties agree that by signing this Settlement Agreement, it will not constrain,

inhibit or impair their arguments or positions in future proceedings. Should the Commission

decline to approve the agreement in its entirety, then any Party desiring to do so may withdraw

from the Settlement Agreement without penalty.

9. This Settlement Agreement shall be interpreted according to South Carolina law.

10. Each Party acknowledges its consent and agreement to this Settlement Agreement

by authorizing its counsel to affix his or her signature to this document where indicated below.

Counsel's signature represents his or her representation that his or her client has authorized the

execution of the agreement. Facsimile signatures and e-mail signatures shall be as effective as

original signatures to bind any party. This document may be signed in counterparts, with the

various signature pages combined with the body of the document constituting an original and

provable copy of this Settlement Agreement.

September 1, 2010

[SIGNATURE PAGES FOLLOW]
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WE AGREE:

Representing and binding the Office of Regulatory Staff

Nanette S. Edwards, Esquire

Office of Regulatory Staff

1401 Main Street, Suite 900

Columbia, SC 29201

Phone: (803) 737-0575

Fax: (803) 737-0895

Email: nsedwar@regstaff, sc.gov

4
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WE AGREE:

Representing and binding Piedmont Natural Gas Company, Inc.

J_ H._6,_, rv,_sq_o\\\
Moore & Vail'Allen, PLLC _\
100 North Tryon Street, Ste. 4700
Charlotte, NC 28202
Phone: 704-331-1079
Fax: 704-339-5879

Email: jimieffries@mvalaw.com
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Piedmont Natural Gas Company
South Carolina Operations

Explanations of Accounting and Pro Forms Adjustments
Twelve Months Ended March 31, 2010

Docket No. 2010-7-G

Settlement Schedule 2

Line

No. Description

Opemtina Revenues - Sale and Transportation of Gas

To decrease revenues on a golng-level basis.

Total Ooeratlnq ReYgnue,s - S_le and Transportation of Gas

Cost of Gas

To decrease cost of gas on a going-level basis.

Total Cost of Gas

ODera_qns and Maintenance Expenses

a. To annualize the payroll expense as of March 31, 2010, and to disallow officer
salary increases in conformance with PSC Order No. 2002-761, dated
November 1, 2002.

b. To decrease expenses for the salary and payroll investment plan. The plan

allows participants to defer a portion of their base salary and the Company

matches a portion of the participant's contribution.

c. To adjust pension costs included in the fiJing.

d. To adjust uncollectible gas cost expense utilizing the method approved in
Docket No. 2006-4-G, Order No. 2006-527, dated October 11, 2006. This

removes uncollectible gas cost expense from base rates and records the

amount in account #253.04. The applicable uncollectible gas cost rate is
.23955%.

e. To decrease expenses for allocations to non-utility activities.

f. To increase expenses for the Long-Term Incentive Plan.

g. To decrease expenses for the Short-Term Incentive Plan.

h. To decrease expenses for the MVP Incentive Plan.

Per Per
Piedmont ORS

$ (16_543,721) $ (18,130,137 I

$ (16,543,721) $ (18,130,137)

$ (19,898,053,_ $ (19,898,053)

$ (19,898,053) $

$ (74,514) $ (74,514)

(15,940) (15,940)

206,366 206,366

(238,023) (247,122)

(19,386) (19,386)

46,364 46,364

(279,275) (279,275)

(273,305) (273,305)

Page 1 of 5
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Piedmont Natural Gas Company

South Carolina OperaUons

Explanations of Accounting and Pro Forma Adjustments

Twelve Months Ended March 31, 2010
Docket No. 2010-7-43

Settlement Schedule 2

Une

No__. Descdption

t. To decrease expenses for group insurance.

j. To increase expenses fo_ the Piedmont Town Center lease.

k, To increase expenses for Piedmont Town Center CAM expense.

I. To increase expenses fo_ amortization of eady retirement incentive,

m, To increase expenses for the South Carolina assessment fee,

n. To decrease expenses for items that are nonallowable for ratemaking
purposes.

o, To decrease expenses for Gas Technology Institute dues that are recovered
100% from North Carolina ratepayers.

p. To decrease expense for the Stock Rescission Fees.

Total Operations and Maintenance Expense $

Depreciation Expense

To increase depreciation expense on a going-level basis using the most

current depreciation study rates. $

Total Depreciation Exp_n_9 $

General Taxes

a. To decrease property taxes on a going-level basis. $

b. To decrease payroll tax expense.

c. To decrease franchise taxes (rate of .3%) and gross receipts tax (rate of

.18698%) for the adjustment made to decrease revenues on a going-level
basis,

Total General Taxes $

State Income Taxes

To adjust state income taxes (rate of 5%) to reflect the impact on income of

accounting and pro forma adjustments. $

Total Stat? In_grrt_ Taxes $

Per Per

Piedmont ORS

(5,225) (5,225)

5,657 5,657

1,194 1,194

151,229 151,229

11,716 17,648

(151,715) (284,453)

(31,150) (31,150)

0 0

/665,6o $ I6ot,712/

596,650 $ 567,410

596,650 $ 567,410

(24,011) $ (24,011)

(64,926) (64,926)

0 (88,290)

(68,937) $ 17_,227

(202,7051 $ (269,0287

1202,705t $ 1269,0281

Page 2 of 5
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Piedmont Natural Gas Company
South Carolina Operations

Explanations of AccounUng and Pro Forma Adjustments

Twelve Months Ended March 31, 2010
Docket No. 2010-7-G

Seffiement Schedule 2

10

1t

12

Line

No_._.
Per Per

Description Piedmont ORS

Fe.deral Income T_xes

To adjust federal income taxes (rate of 35%) to reflect the impact on income

of accounting and pro ferma adjustments. $ 1,219,926 $ 778,879

T9tal F_leral Income Taxes

AIl_grtization of.,D_bt Redemption Premium

$ 1,219,92====..====_65778,879

To increase net operating income for amortization of debt redemption
premium. $ 20 $ 2O

Tqtal Amort_tion of Debt Redemption Premipm

Customer Growth

$ 20 $ 20

To adjust net operating income to reflect an anticipated increase in customer

growth (rate of .452.%) following the adjustments to operating revenues and
expenses, $ 11,228 $ 8,499

Total Customer Qrowth

Construction Work in ProRress

$ 11,228 $ 8,499

To adjust construction work in progress to reflect the amount attributable to
South Carolina.

Total Constructio q Work in Progress

Ct_h Workinq Capital

$ 0 $ (90.681)

To decrease cash working capital following the pro forma adjustments to

operation and maintenance expenses (rate of 12.5%) as reflected in the
Original Filing.

Total Cash Working C_pital

Operating Rgvenuee. S_? and Transpgrl;ation of G_s

$ (116,018) $ (133.00_

$ (116.018) $

To increase revenues from the sale and transportation of gas for the

proposed margin increase. ORS has recalculated this adjustment utilizing all
ORS adjustments to operating revenues. $ 1,833,932 $ 750,000

Total Operatincl Revqnuea - Sal_ and TrarmPorf;ation of Gas $ 1,833,932 $ 750,000

Page 3 of 5
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Piedmont Natural Gas Company
South Carolina Operations

Explanations of Accounting and Pro Forma Adjustments
Twelve Months Ended March 31, 2010

Docket No. 2010.7.G

Settlement Schedule 2

14

15

16

Line

No..._

13

17

18

Descdpti0n

Operations and Maintenance Expenses

To adjust the provision for uncollectible accounts (.23955%) for the proposed
margin increase.

b. To increase the utility license fee (rate of .3%) following the adjustment to
operating revenues.

Total Operations and Maintenance Expensc_

General Taxes

To adjust franchise taxes (rate of .3%) and gross receipts tax (rate of
•18698%) for the proposed margin increase.

Total Gener_ Taxes

State Income Taxe_

To adjust state income taxes (rate of 5%) to reflect the impact on income #om
the proposed margin increase.

Total State Income Tax .,=_

Federal Income Taxes

Per Per
Piedmont ORS

To adjust federal income taxes (rate of 35%) to reflect the impact on income
from the proposed margin increase.

Total Federal Income Taxes

Customer Growth

$

$

To adjust net operating income to reflect an anticipated increase in customer
growth (rate of .452%) following the proposed margin increase.

Total Customer Growth

Operating Revenues. Sale and Transportation of Gas

To decrease the revenue requirement for the sale and transportation of gas
associated with adjustments for demand and commodity cost.

.Total Oparatin,q Reven,_,e__- Sale and Transportation of G-s

$ 4,450 $ 1,797

5,488 0

$ 9,938 $ 1,797

$ 0 $ 3,652

$ 0 $ 3,652

$ 91,200 $ 37,228

$ 91,200 $ 37,228
_=_;::===::=::==_=

606,478 $ 247,563

606,478 $ 247,563
i ,, , ,

$ 5,068 $ 2,078

$. 5,068 $ 2,078

$ (923,357) $ (925 101)

$ (923,357) $_ (925,101)

Page 4 of 5
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Piedmont Natural Gas Company
South Carolina Operations

Explanations of Accounting and Pro Forma AdJustments
Twelve Months Ended March 31, 2010

Docket No. 2010-7-G

Settlement Schedule 2

20

21

Line

No.

19

DescdpUon
Per Per

Piedmont ORS

a.

b,

To decrease cost of gas for the demand cosl over-recove_, using a demand

cost ailocalion factor of 16.01%, based upon Ihe most recent design day
study.

To decrease cost of gas for commodity cost resulting from lhe change in the
Lost and Unaccounted For factor from 2.16% to 1.77%.

OPeration_ and Maintenance ExDens6;

$ (512,264) $ (512,264)

$ (406,116) $. (406,116)

$ (g18,380)$

a. To decrease the provision for uncollectible accounts (rate of .23955%)
following the adjustments to revenue for demand and commodity cost.

b. To decrease the franchise taxes (rate of .3%) foJIowingthe adjustments to
revenue for demand and commodity cost.

Total Operations and Maintenance Exogns;-

$ (2,228) $ (2,216)

(2,748) 0

$ _. (4,976) $ (2,216)

To decrease the franchise taxes (rate of .3%) and gross receipts tax (rate of
.18698%) for the adjustments to revenue for demand and commodity cost.

Total General Taxe=

$ 0 $

$ 0 $

(4,sos)

(4,506)

Page 5 of 5
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